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All the authors in this issue have appeared before in the 
MONTANA BUSINESS QUARTERLY.
Mrs. Maxine C. Johnson, Assistant Director of the Bureau 
of Business and Economic Research, has been associated with 
the Bureau since 1950 and has written many articles for the 
QUARTERLY and its predecessor, the MONTANA BUSINESS 
REVIEW. Mrs. Johnson received her B.A. degree in economics 
from Washington State University and her M.A. in economics 
from Montana State University.
An article on bankruptcy by George L. Mitchell appeared in 
the Summer 1963 issue of the QUARTERLY. In this issue, he 
discusses the problems of corporations doing business outside 
their home states. Mr. Mitchell is Instructor in Business 
Administration at Montana State University. He received his 
B.A. degree in English from the University of Arizona and his 
LL.B. degree from the MSU School of Law. He joined the 
School of Business Administration faculty in 1962.
The fourth in our series of articles on communism—“A Soci­
ologist Looks at Communism”—has been written by Dr. Gordon 
W. Browder, Chairman of MSU’s Department of Sociology, 
Anthropology, and Social Welfare. Dr. Browder has a B.A. 
degree in sociology from the University of Virginia and M.A. 
and Ph.D. degrees in sociology from the University of North 
Carolina. He came to Montana State University in 1948. Pro­
fessor Browder’s article on “Agricultural Depopulation in Eight 
Montana Counties” appeared in the Spring 1963 MONTANA 
BUSINESS QUARTERLY.
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Legislative Apportionment
Recent Supreme Court decisions have once again 
put the composition of state legislatures in the news. 
Readers interested in this subject as it pertains to Mon­
tana, who do not have a copy of the Fall 1963 QUAR­
TERLY containing Douglas C. Chaffey’s article on 
“Legislative Apportionment in Montana,” may obtain 
one from the Bureau of Business and Economic Re­
search, Montana State University, Missoula, for $1.00. 
Mr. Chaffey’s report discusses the patterns of repre­
sentation in Montana and presents a reapportionment 
proposal for the Montana Legislative Assembly.
^biAecto^i
2>edA . . .
Most of our readers know that Dr. Paul B. Blomgren, for­
merly Dean of the School of Business Administration and 
Director of the Bureau of Business and Economic Research, has 
left the Montana State University campus to become Dean of 
the School of Business and Economics at San Fernando Valley 
State College in California. Dean Blomgren not only was 
responsible for the debut of the MONTANA BUSINESS 
QUARTERLY, in 1962, but he contributed generously to it, 
both as the regular author of Director’s Desk and as the writer
of many perceptive and well received articles on a variety of 
subjects.
In September, we shall welcome our new Dean and Director 
to the campus—Dr. James L. Athearn, from the University of 
Florida. Dr. Athearn is a native Montanan who received his 
B.A. degree in business administration and his M.A. in eco­
nomics from this University. His Ph.D. in economics is from 
Ohio State University. He taught at both Montana State Uni­
versity and Ohio State University before joining the staff of 
the University of Florida in 1957. Dr. Athearn also is a one­
time wheat farm manager in Hill County, a chartered life and 
casualty underwriter, and an experienced business consultant. 
He has published numerous articles in business and insurance 
journals and is the author of an insurance textbook.
Also in September, Dr. Norman E. Taylor will actively as­
sume the position of Associate Director of the Bureau of Busi­
ness and Economic Research. Dr. Taylor has been Associate 
Professor of Business Administration since September 1962 
and has been a frequent contributor to the QUARTERLY. His 
Ph.D. is from the University of Minnesota and he has a B.A.
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degree in economics and a Master of Business Administration 
degree from the University of California at Berkeley. He has 
taught previously at Montana State University, from 1952 to 
1955, and has also taught at Utah State University, the Univer­
sity of Minnesota, and the University of Oregon. At Oregon he 
served as Assistant Director of the Bureau of Business Research 
and founded and served as Director of the Forest Industries 
Management Center. For three years, from 1955 to 1957, he 
was sales manager for Nagel Lumber and Timber Co., Winslow, 
Arizona. This summer, Dr. Taylor is at the University of Cali­
fornia at Berkeley participating in the Research Workshop in 
Marketing, sponsored by the Ford Foundation, and doing work 
in the field of forest economics.
During the summer months, Dr. Donald J. Emblen, a long­
time faculty member in accounting, has served as Acting Dean 
of the Business School and Acting Director of the Bureau. 
Thanks to Dr. Emblen, both the School and the Bureau have 
carried on business as usual during this transitional period.
M a xin e Q. fjo ltn lo n
Assistant Director
Bureau of Business and Economic Research
The Impact of Federal Government 
Expenditure Programs on 
Montana's Economy
MAXINE C. JOHNSON 
Assistant Director
Bureau of Business and Economic Research 
Montana State University, Missoula
Most Montanans are accustomed to close contact with the 
federal government. Approximately one of every 15 persons 
at work in Montana is directly employed by some federal 
agency or is a member of the armed forces in the state. A good 
many other Montanans, although paid by private contractors, 
have been at work in recent years on projects supported finan­
cially by the federal government—highways, dams, or defense 
installations. Indeed, in cities such as Great Falls and Glasgow, 
the economic health of the community hinges heavily on devel­
opments at adjoining air bases. Montana lumbermen depend 
upon national forests for their timber supply; cattlemen graze 
their cattle on federal lands. Much of the outdoor recreation 
in the state involves the use of federally-owned forest lands or 
national parks.
In short, the federal government is among Montana’s major 
employers, with approximately 16,000 civilian and military per­
sonnel on its payrolls; it is the state’s largest investor, with 
buildings, structures, and facilities valued at over $800 million;1 
and it is the largest landowner in the state, with almost 28 mil­
lion acres.2 It is also the biggest spender in the state; its 
purchases of goods and services and its financial assistance to 
state and local governments are of great importance to Mon­
tana. Just how important has never been quite clear, although 
widely varying claims have been made, depending partly upon 
the individual’s reaction to federal programs in the state.
'Value at cost. Does not include value of federal lands. From General 
♦ifrVTrCe-S Administration, Inventory Report on Real Property Owned by 
trie United States Throughout the World, as of June 30, 1963 Table 6 
page 52. ’
•General Services Administration, op. cit., Table 4, page 45.
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This report is an attempt to assess the significance of federal 
activities and expenditures in Montana. The task is made easier 
by the existence of a growing amount of data on the subject 
of federal revenue and expenditures in relation to the states. 
Among them are reports by Tax Foundation, Inc., a private 
non-profit organization engaged in research and education on 
government spending and taxation, various Congressional re­
ports, and a very comprehensive study, Federal Revenues and 
Expenditures in the Several States, Averages for the Fiscal 
Years 1959-1961, prepared by J. M. Labovitz for the Library of 
Congress, Legislative Reference Service.
The Library of Congress report is an attempt to tell the 
whole story, to measure the total flow of money between the 
federal government and the public in the various states. Esti­
mates of federal revenues and expenditures by states are de­
fined as all “revenue receipts from the public” and all “pay­
ments to the public”—they are derived from federal budgetary 
tabulations known as consolidated cash statements. The “cash 
budget” includes receipts and expenditures of the conventional 
or administrative budget plus the financial transactions of fed­
eral trust funds, such as the social security and highway trust 
funds, and of government-sponsored enterprises such as the 
Federal Deposit Insurance Corporation, items which are omitted 
in the more familiar administrative budget.
In an attempt to reduce year-to-year fluctuations, annual 
average figures of total revenues (both tax and nontax) and of 
total expenditures (from the federal cash budget) for the three 
fiscal years beginning July 1, 1958, and ending June 30, 1961, 
were used; insofar as possible these totals were then allocated 
among the various states. Total revenues allocated amounted 
to $88 billion, or 99 percent of the annual average revenue 
collected by the federal government during 1959-1961 ($89 bil­
lion); total expenditures allocated amounted to $81 billion or 
only 87 percent of the average total expenditures of more than 
$93 billion.3 Included in the amount not allocated were uniden­
tified sums expended for space and atomic energy programs and 
spending done overseas.
"Unemployment trust fund deposits and withdrawals by the states and 
District of Columbia revenues and expenditures were excluded from 
these totals.
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Other reports of the geographic distribution of federal reve­
nues and expenditures have covered less than one-tenth of the 
amounts involved in the Library of Congress study. They gen­
erally include such limited portions of federal expenditures as 
grants-in-aid4 or intergovernmental expenditures.5 Tax Foun­
dation, Inc., for example, has estimated the total tax burden 
by states but has limited its estimates of federal payments to 
states to federal grants-in-aid, including highway trust fund 
grants, which in fiscal 1962 amounted to $7.6 billion."
The Library of Congress study allocates revenues by geo­
graphic origin (incidence) rather than by place of actual col­
lection. Federal cigarette tax collections, for example, come 
almost entirely from North Carolina, Kentucky, and Virginia, 
although the tax is paid by smokers throughout the country. 
Cigarette taxes, therefore, were allocated on the basis of ciga­
rette consumption by state, as estimated by the Tobacco Tax 
Council. In the same manner, payments to the public were 
allocated on the basis of state of residence or location of activity 
rather than the place where payments were made—in many 
cases the head office of a prime contractor.
Obviously, the results of this report are only estimates and 
they should be treated as such. The figures, as presented in the 
tables and in the text, seem to be very precise; actually they 
are only rough measurements of the relationships among the 
states.7 Nevertheless, the study does provide the best guide 
we have as to how the various states share in the incidence of
‘Payments made by the federal government to state or local governments 
for specified purposes. They represent federal support for a state or 
locally administered program, such as highway construction.
Payments to state and local governments as grants-in-aid and shared 
revenues or as reimbursements for the performance of services for the 
federal government.
Tax Foundation, Inc., Allocating the Federal Tax Burden by State, Re­
search Aid No. 3, page 31. On page 21, the following statement appears, 
“The difficulties of attributing benefits from Federal spending among 
the people of different states is so great—if not insuperable—that Tax 
Foundation has ventured no such estimates.”
'However, the results of the study, in whole or part, are similar to those 
obtained in earlier, independent studies by the Department of Health, 
Education, and Welfare for the year 1952, the Tax Foundation (1960), 
and the Council of State Chambers of Commerce (1960). For compari­
sons of data and full citations, see pp. 42-45 and 86-87 of the Library of 
Congress report.
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federal revenues and as to how they share in the receipt of 
federal expenditures. We can, with reasonable confidence, com­
pare revenue collected in Montana with dollar amounts col­
lected in other states, on a total or a per capita basis, and we 
can compare federal payments in Montana with payments in 
other states or in the United States as a whole.
We cannot compare the dollar amount of federal expenditures 
made in a state with the dollar amount of revenue collected. 
Dollar estimates from the two series are not comparable, largely 
because of limitations in the basic data; as noted above, only 87 
percent of total federal expenditures could be allocated to the 
states as opposed to 99 percent of revenues collected. Thus in 
spite of the tremendous amount of work involved in the Library 
of Congress study, we cannot say with any degree of certainty 
that Montana, for instance, received X dollars of federal funds 
for each dollar sent to Washington.
If comparisons between the two series, revenues and expendi­
tures, are to involve any degree of confidence, they must be 
expressed as percentages of the national total or as index num­
bers comparing the state with the national average. Using these 
measures, the Library of Congress figures do indicate that, 
however onerous we may feel the federal tax burden to be, our 
Montana dollars are not being drained away to Washington 
never to be seen again. Indeed the Mountain states, including 
Montana, and parts of the South appear to be the chief bene­
ficiaries of federal government activity, in the sense that the 
percentage of total federal payments which their residents 
receive is greater than the percentage of total federal revenue 
which they contribute. The eight Mountain states of Montana, 
Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, and 
Nevada combined contributed an estimated 3.45 percent of all 
federal revenue collected during the period 1959-1961; they re­
ceived 4.41 percent of all allocated payments. On a per capita 
basis, residents of the Mountain states paid approximately 91 
percent of the national average per capita revenue and received 
116 percent of the average payment (Table 1). Our region 
appears to benefit at the expense of the more populous and 
higher income mid-Atlantic and east north central regions, 
where the federal government in general collects more than 
it spends.
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TABLE 1
FEDERAL REVENUES AND PAYMENTS, MOUNTAIN STATES AND 
MONTANA, ANNUAL AVERAGE FOR FISCAL YEARS 1959-1961
Index of Per Capita Amount
Percent of U. S. Total Relative to U. S. Average 
Revenues Payments Revenues Payments
United States 100.00 100.00 100 100
Mountain States1 3.45 4.41 91 116
Montana .35 .42 92 111
‘Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, and 
Nevada.
Source: The Library of Congress, Legislative Reference Service, Federal 
Revenues and Expenditures in the Several States, Averages for the 
Fiscal Years 1959-1961, September 1962, Table 1, pp. 12-13.
There are a number of reasons why this should be so. In the 
first place, per capita incomes, and therefore revenue from the 
progressive income tax—the most important single source of 
federal revenue, tend to be somewhat below the national aver­
age in most of the Mountain states. On the other hand, the 
Mountain West’s wide open spaces have proved advantageous 
for defense installations, resulting in large military expendi­
tures in four of the states—Arizona, Colorado, Nevada, and New 
Mexico. At the same time, the region’s large area and sparse 
population plus the concentration of federally-controlled lands 
help to explain, and perhaps to justify, somewhat larger federal 
expenditures for nondefense purposes. The eight Mountain 
states average only 8 persons per square mile, compared to 50 
per square mile in the United States as a whole. Almost one- 
half (271.6 million acres) of their total land area consists of 
public lands.8 Of this tremendously large acreage, approxi­
mately 40 percent has been reserved for national parks and 
forests (the remainder is mostly unreserved and unappropriated 
public domain). Although local residents benefit most directly 
from federal expenditures for their preservation and mainte-
"General Services Administration, op. cit., Table 4, page 45. This figure 
does not include Indian trust lands.
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nance, the parks and forests belong to all Americans and are 
being used more and more by them. The same can be said for 
the many miles of highways in the region, so vital to national 
travel and commerce.
Our own state of Montana, with less than 5 persons per square 
mile and approximately 30 percent of its land area federally- 
owned, also appears to enjoy a modest net gain in its fiscal 
relations with the federal government. While contributing 0.35 
percent of total revenues, the state and its citizens received 0.42 
percent of total federal payments during the years 1959-1961. 
Per capita comparisons show Montanans paying 92 percent of
TABLE 2
FEDERAL REVENUE FROM MONTANA, ANNUAL AVERAGE FOR
FISCAL YEARS 1959-1961
(millions of dollars)
Source of Revenue . Amount Percent of Total
All revenue 306.3 100All taxes 291.8 95
Individual income tax 126.7 41
Employment taxes1 46.9 15
Corporate income tax 65.7 21
Estate and gift taxes 3.2 1
Excise taxes and customs" 49.3 16All nontax revenue3 14.5 5
'Includes employer and employee shares of taxes under the Federal In­
surance Contributions Act and Railroad Retirement Act, employer taxes 
under Federal Unemployment Tax Act, self-employment taxes and 
state-local government employee contributions.
“Includes highway user excises, alcohol and tobacco excises, and other 
customs and excise taxes.
“Includes fees, miscellaneous trust fund receipts, Federal Reserve System 
dividends, product sales (timber, minerals, power, etc.), rent, veterans’ 
life insurance premiums, interest on loans (Rural Electrification Admin­
istration, Farmers Home Administration, etc.), loan repayments, etc.
Source: The Library of Congress, Legislative Reference Service, Federal 
Revenues and Expenditures in the Several States, Averages for the 
Fiscal Years 1959-1961, September 1962, Table 5, pp. 40-41.
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TABLE 3
PER CAPITA FEDERAL REVENUE, MONTANA, THE MOUNTAIN 
STATES, AND THE UNITED STATES, ANNUAL AVERAGE 
FOR FISCAL YEARS 1959-1961





All revenue $456 $448 $495
All taxes 434 429 477
Individual income tax 189 191 222
All other taxes 245 238 255
All nontax revenue 22 19 18
’See definitions in Table 2.
■■Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, and 
Nevada.
Source: The Library of Congress, Legislative Reference Service, Federal 
Revenues and Expenditures in the Several States, Averages for the 
Fiscal Years 1959-1961, September 1962, Table 10, pp. 50-51.
the average national per capita revenue and receiving 111 per­
cent of the average payment.
Tables 2 and 3 provide rough estimates of the total and 
per capita amounts of federal revenue collected in Montana, 
and list the major sources of that revenue. For those who are 
under the impression that the individual income tax constitutes 
their principal tax liability to the federal government, these 
tables should provide considerable illumination. On a per capita 
basis, Montanans contributed a little more revenue than resi­
dents of the Mountain region as a whole, but significantly less 
than the typical U. S. citizen, mostly because their incomes 
also were smaller than the national average.
Table 4 indicates for what general purposes approximately 
$341 million of federal funds were returned to the state; Table 5 
permits per capita comparisons with the Mountain region and 
the United States. Among the most striking aspects of the 
figures, aside from the large sums involved, are the very high 
non-military payments and the relatively low amount of mili­
tary expenditures in Montana. On the average, Montanans 
received substantially higher sums for non-military purposes, 
in the form of income payments to individuals and as assistance
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TABLE 4
FEDERAL PAYMENTS IN MONTANA, ANNUAL AVERAGE FOR
FISCAL YEARS 1959-1961
(millions of dollars)
Type of Payment Amount
Percent of 
Total
Total payments 341 100
Military 130 38
Payments to personal income1 32 9
Procurement contracts 20 6
Construction 43 13
Operation and maintenance 35 10
Nonmilitary 211 62
Payments to personal income2 128 38
Payments to state and local governments8 51 15
Interest payments to business and others 18 5
All other4 14 4
'Includes pay of military personnel and civilian employees of the Depart­
ment of Defense.
-’Wages and salaries of employees of all federal departments except De­
fense and payments to individuals in the form of other labor income, 
interest, and transfer payments (social security benefits, etc.).
^Grants and shared-revenue payments to state and local governments. 
4U. S. Department of Agriculture payments under the soil bank, conser­
vation, and Sugar Act programs; various grants of the Department of 
Health, Education and Welfare; National Science Foundation research 
grants and awards; National Guard expenditures not included in income 
payments to individuals.
Source: The Library of Congress, Legislative Reference Service, Federal 
Revenues and Expenditures in the Several States, Averages for the 
Fiscal Years 1959-1961, September 1962, Table 14, pp. 84-85, and Table 
20, pp. 94-95.
to state and local governments, than do U. S. citizens gener- 
ally. Indeed, on a per capita basis, our state and local gov­
ernments received approximately twice as much federal as­
sistance (grants-in-aid and shared revenues) as did such gov­
ernments in the country as a whole. These large payments to 
state and local governments are the basis for many of the state­
ments as to the big return Montanans receive for their federal 
tax dollars. Such comparisons do not present the whole picture, 
since they represent only a small portion of total federal trans-
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actions in the state, and a part of the transactions where Mon­
tana fares very favorably.9
A comparison (Table 5) of the per capita expenditures for 
procurement purposes, defined as outlays for military equip­
ment, military assistance, and for research and management, 
indicates that those Montanans who are attempting to attract 
space research operations to the state have hit upon the one 
area where federal expenditures are clearly well below the 
regional and national averages. Lacking the very large defense 
installations which are located in some of the other Mountain 
states and with little or no defense industry and a limited
*On pages 30-31 of its report, Allocating the Federal Tax Burden by 
State, Tax Foundation, Inc. estimates that in fiscal 1962 Montanans 
paid 61 cents in taxes for every one dollar of federal aid to state and 
local governments and 51 cents per dollar when highway trust fund 
grants are added.
TABLE 5
PER CAPITA FEDERAL PAYMENTS, MONTANA, THE MOUNTAIN
STATES, AND THE UNITED STATES, ANNUAL AVERAGE FOR
FISCAL YEARS 1959-1961
Mountain United
Type of Payment' Montana States* States
Total payments $507 $527 $456
Military 193 281 239
Payments to personal income 48 108 76
Procurement contracts 30 52 94
Construction 64 41 10
Operation and maintenance 52 80 58
Nonmilitary 314 246 217
Payments to personal income 190 148 147
Payments to state and local
governments 76 68 37
Interest payments to business and
others 27 17 26
All other 21 14 7
Payments per $1,000 of personal income 253 260 210
Note: Totals may not add due to rounding.
5See definitions in Table 4.
"Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, and
Nevada.
Source: The Library of Congress, Legislative Reference Service, Federal 
Revenues and Expenditures in the Several States, Averages for the 
Fiscal Years 1959-1961, September 1962, Table 17, p. 90, and Table 18, 
p. 91. Detail calculated by Bureau of Business and Economic Research 
from data appearing in Tables 14, 20, and 21.
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amount of manufacturing of any type, Montana receives a 
rather small portion of total national defense expenditures. 
Indeed, average annual military expenditures in Montana dur­
ing 1959-1961 may have been higher than in most other recent 
years. Readers will recall that the Minuteman missile project 
in the state got under way in early 1961. Estimates of the 
project’s total cost have ranged from $330 to $600 million.10 
Obviously, at least some of the Minutemen contracts were let 
in fiscal 1961 and their value would be included in the 1959-1961 
annual average figures. The high per capita expenditure for 
military construction verifies this conclusion.
But no matter what the purpose of the expenditures, Tables 
4 and 5 point out the tremendous importance of federal govern­
ment spending in the state. Table 4 indicates that we are con­
cerned with an average of well over $300 million of expenditures 
per year (an amount twice as large as average annual net 
agricultural income during the period). Table 5 shows that dur­
ing 1959-1961, while Montana’s per capita income averaged 
$2,006, per capita payments by the federal government 
amounted to an estimated $507; or, stated another way, the 
state received $253 in federal payments for every $1,000 of per­
sonal income.
One may feel that the federal government has assumed too 
great an importance in state economic affairs; or he may dis­
agree with the way in which the funds were spent, but it is 
foolish to deny the significance of federal expenditures to the 
Montana economy. The fact is that in recent years federal 
activities have been extremely important to the economic 
growth of the state. Without the Minuteman missile project, 
the interstate highway program, and Yellowtail Dam—to name 
only the largest projects—total nonagricultural employment 
and personal income in Montana would have been alarmingly 
low. The alternatives to these federal investments in the state 
almost surely would have been higher unemployment, lower 
incomes, and/or increased loss of population through out-migra­
tion. It is not likely that many Montanans would have preferred 
this course.
Instead of fretting about the amount of federal investment
’"The Great Falls Tribune, July 4, 1963, page 1.
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in Montana’s economy, Montanans, if they wish to curtail the 
economic influence of the federal government, should use every 
means they can—including federal programs—to promote the 
growth of the state’s private economy. A rapidly growing, 
healthy private economy is one of the best deterrents to a dis­
proportionate amount of government activity.
As a free people we should and do have wide differences of 
opinion not only as to the desirable level of federal expendi­
tures, but also as to the purposes for which federal money is 
spent and the public programs our federal government engages 
in. Questions such as these are matters for continuous public 
debate; the issues are decided at the ballot box in the election 
of our representation to the federal government. The data pre­
sented in the preceding pages show that the present nature of 
federal expenditure patterns results in a net gain to Montana, 
and that without federal expenditures the state’s economic posi­
tion would be weakened considerably.
Fifteen percent of the federal money spent in Montana during 
1959-1961 went to the state and local governments, mostly for 
the support of specified programs. The following pages will 
explore the significance of this federal assistance to govern­
ment in Montana.
Impact on State Government Finances
State and local governments receive most of their financial 
aid from the federal government in one of two forms: shared 
revenues or grants-in-aid. Grants-in-aid are payments to a 
state or local government for a specified purpose, frequently 
on a matching or other cost-sharing basis and in accord with 
prescribed standards and requirements. Recently most federal 
grants-in-aid have been made for either highway construction 
or public welfare purposes. Shared revenues are payments to 
state or local governments of a portion of the proceeds derived 
through the sale of federal property, products, or services with­
in their boundaries—for example, revenues from timber sales 
on national forests. State and local governments also receive 
payments from the federal government for particular govern­
mental functions performed by them, such as employment se-
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curity administration. Such payments, however, are a very 
small part of total financial assistance.
Federal grants-in-aid, which account for the bulk of federal 
financial assistance to state and local governments, are almost 
as old as the nation itself. Since the Ordinance of 1785 author­
ized grants of public lands to help states and territories establish 
school systems, aid programs have been extended until they 
touch almost every area of government operation. In 1862— 
before Montana was established as a territory—the modern 
form of grants-in-aid was set by the Morrill Land Grant Act 
which provided for assistance to states in establishing and 
maintaining land-grant colleges. The objectives of the grants 
were carefully spelled out and conditions were placed on the 
use of the revenue derived from the sale of granted lands.
In 1887, the first annual money grant for agricultural experi­
ment stations was established; in 1911, cooperation between the 
national and state governments in forest fire protection was 
authorized by the Weeks Law. Grants for vocational education 
were authorized in 1917. During the 1930’s, a dozen or so new 
grant programs, nearly all directed toward social welfare, 
health, unemployment, or agricultural relief, were inaugurated.
Since World War II, another large group of grants has been 
established, covering such areas as airport construction, hospital 
construction, urban renewal, and various health and educa­
tional activities.11
Today, although particular aid programs are frequently sub­
ject to question or criticism, the principle of federal aid to state 
and local governments has been firmly established by more 
than 100 years of experience and development, originating dur­
ing the Lincoln administration. A study by the Advisory Com­
mission on Intergovernmental Relations, going back to 1902, 
indicates that increases in federal expenditures for grant-in-aid 
programs have occurred regardless of which party controlled 
the Congress or of the political affiliation of the President.1"
"See Advisory Commission on Intergovernmental Relations, Periodic 
Congressional Reassessment of Federal Grants-in-Aid to State and 
Local Governments, June 1961, Washington, D. C., pp. 7-15.
Report of the Committee on Government Operations, United States 
Senate, Intergovernmental Relations, 88th Congress, 1st Session, Report 
No. 84, pp. 19-23.
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Since this report is particularly concerned with Montana’s 
experience with federal fiscal aid it is unfortunate that annual 
data on the finances of state and local governments combined 
(including federal payments) are not available by state. Such 
figures will soon be released for 1962 in reports of the 1962 
Census of Governments; in the meantime information based 
upon the 1957 Census is the latest available. The 1957 report 
indicates that of total federal payments to state and local gov­
ernments in that year only 10 percent went directly to local 
governments and that these federal payments amounted to only 
1 percent of total government revenues both in Montana and 
in all states combined.13 Thus it is clear that federal aid is 
chiefly the concern of state governments. While it would be 
preferable to consider federal payments to state and local gov­
ernments combined, the following discussion will be based upon 
federal payments to state governments only. Complete data 
on state government finances, compiled from official records 
and reports of the various states, are published by the U. S. 
Bureau of the Census in an annual report entitled Compendium 
oj State Government Finances. Such data frequently are not 
readily available in published form from the various state gov­
ernments.
Let us keep in mind, however, that in discussing state govern­
ment finances alone we are ignoring the sizable fiscal operations
of local governmental units—counties, cities, and school dis­
tricts.
Although federal aid to state governments is nothing new, it 
was relatively unimportant before the 1930’s. Since then federal 
funds have become an important part of state government 
finance. In the depression year of 1934, hard-pressed state gov­
ernments received $933 million in federal payments (grants-in- 
aid, shared revenues, reimbursement for services rendered). 
The $933 million amounted to 29 percent of total state general 
revenue in 1934.14 In later years, prior to and during World
nU. S. Department of Commerce, Bureau of the Census, State and Local 
government Special Studies, Number 43, State and Local Government 
finances in 1942 and 1957, December 11, 1959, Washington 25, D C 
PP- 34 and 66. ’
General revenue includes all state revenue except liquor stores revenue 
and insurance trust revenue. All federal payments to state govern­
ments are classified as general revenue.
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TABLE 6
FEDERAL PAYMENTS TO ALL STATE GOVERNMENTS, 
SELECTED YEARS 1902-1963
Fiscal Amount Percent of Total





















Source: U. S. Department of Commerce, Bureau of the Census, Historical 
Statistics of the United States, Colonial Times to 1957, A Statistical 
Abstract Supplement, 1960, p. 727 and Compendium of State Govern­
ment Finances, 1954, 1962, and 1963, p. 6.
War II, the amount of federal aid was reduced and its impor­
tance as a percent of total state revenues declined.
After the war, rapidly-growing populations, particularly 
among the school age groups and those over 65, plus demands 
for more and better services of all types, necessitated a tre­
mendous increase in state expenditures. Surplus funds accum­
ulated during World War II were soon exhausted and additional 
sources of state revenue became necessary. Tax levies were 
increased and new taxes were established; in addition, state 
governments frequently turned to Washington for help. Be­
tween 1948 and 1958, federal payments increased from $1.6 bil­
lion to $4.5 billion and accounted for from 17 to 20 percent of
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TABLE 7
FEDERAL PAYMENTS TO ALL STATE GOVERNMENTS, 





Total 1,643 7,832 377
Education 320 1,156 261
Highways* 303 3,024 898
Public welfare 731 2,707 270
Employment security administration 152 409 169
Other 137 536 291
'Of the $3,024 million in highway funds disbursed to state governments 
in fiscal 1963, over $2,000 million was designated for the interstate high­
way program. This program was not in effect in 1948.
Source: U. S. Department of Commerce, Bureau of the Census, State and 
Local Government Special Studies: Number 23, Revised Summary of 
State Government Finances, 1942-1950, p. 4, and Compendium of State 
Government Finances in 1963, p. 6.
total state general revenues. Thus while federal assistance 
almost tripled in size, its relative importance changed very 
little. After 1958, the Interstate Highway Act, passed in 1956, 
rapidly increased both the amount of federal funds disbursed 
to state governments and their relative importance. In fiscal 
1963, state governments received almost $8 billion in federal 
aid, nearly five times the amount involved in 1948, and these 
payments were equal to 23 percent of their total 1963 general 
revenues. Almost $7 billion (88 percent) of the $8 billion in 
federal funds dispersed in 1963 was transmitted to the fifty 
states for three major purposes: highways, $3.0 billion; public 
welfare, $2.7 billion; and education, $1.2 billion.
We noted above that during 1959-1961, average annual per 
capita payments to Montana’s state and local governments 
amounted to twice the national average. A quick comparison 
of Tables 6 and 8 indicates that federal aid to the state govern­
ment has consistently assumed greater importance in Montana 
than in many states. Since 1959, over one-third of the state’s 
general revenue has come from federal sources, compared to
24 MONTANA BUSINESS QUARTERLY
TABLE 8
FEDERAL PAYMENTS TO MONTANA’S STATE GOVERNMENT,
1946, 1948, AND 1950-1963
Fiscal Amount Percent of Total














1961 . 44,698 33.7
1962 48,343 34.3
1963 58,216 37.3
Source: U. S. Department of Commerce, Bureau of the Census, State and 
Local Government Special Studies: Number 32, Revised Summary of 
State Government Finances, 1942-1950, p. 29, and Compendium of 
State Government Finances, 1951-1963.
from 22 to 24 percent for all state governments combined. The 
greater significance of federal funds to Montana’s state govern­
ment occurs for some of the same reasons that total federal 
spending is of such importance to the state’s economy. Because 
of the large amount of federal land in Montana, the state gov­
ernment receives substantial payments in the form of shared 
revenues; at the same time, it is required to provide a lesser 
percentage of matching funds for interstate, primary, and sec­
ondary highway construction. And, since World War II, the 
financial abilities of the various states have been receiving 
greater attention in determining both the amount of money 
apportioned to each state and matching requirements. The 
measure used has been per capita personal income, and because 
Montana’s per capita income has been below the national aver­
age since the mid-1950’s the state presumably has benefited 
from this policy. It should be noted that the purpose of federal
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assistance to state governments is not to equalize incomes, but 
to support minimum standards of government services.,;i
In fiscal 1963, Montana’s state government received over $58 
million in federal money—a figure equal to 37 percent of its 
total general revenue and 38 percent of its expenditures. The 
terms general revenues and general expenditures refer to all 
state revenues or expenditures except those related to liquor 
store and insurance trust10 operations. The major sources of the 
state’s 1963 general revenue were:17
Taxes
Revenue from federal government 
Revenue from local governments 
Charges and miscellaneous
Total





When the $58 million is broken down into programs or func­
tions the tremendous dependence of Montana’s state highway 
and welfare programs upon federal funds becomes clear. Sixty- 
three percent of total state expenditures for highways and 57 
percent of total public welfare expenditures by the state gov­
ernment were made with federal money. Indeed, over three- 
fourths of the funds for cash assistance to the aged, to depend­
ent children, the blind, and the disabled were supplied by 
federal sources.18 Some $4.5 million came to the state in the 
form of federal aid to education; not included in this figure are 
payments to the agricultural extension service and experiment
' I. M. Labovitz and L. L. Ecker-Racz, “Practical Solutions to Financial 
Problems Created by the Multilevel Political Structure,” Public Fi­
nances: Needs, Sources, and Utilization, A Report of the National 
Bureau of Economic Research, Princeton University Press, Princeton 
1961, pp. 135-227.
’"Employee retirement, unemployment compensation, and workmen’s 
compensation, and other state-administered social insurance programs.
’ Data from U. S. Department of Commerce, Bureau of the Census, 
Compendium of State Government Finances in 1963, U. S. Government 
Printing Office, Washington, D. C., p. 10.
'"In Montana, all welfare funds are administered by county welfare 
boards under the supervision of a state administrator. As a result all 
welfare expenditures are treated as state expenditures even though they 
are disbursed at the local level.
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TABLE 9 *10
FEDERAL PAYMENTS TO MONTANA’S STATE GOVERNMENT, 
BY FUNCTION, 1948, 1956, AND 1963
(thousands of dollars)
Function 1948 1956 1963
Total from federal government 12,520 21,790 58,216
Education 2,294 1,410 4,527
Highways 4,389 9,806 39,696
Public welfare, total 3,941 5,950 7,189
Old-age assistance N.A. 3,320 3,734
Aid to dependent children N.A. 1,375 2,182
Aid to blind N.A. 174 196
Aid to disabled N.A. 552 871
Other public welfare N.A. 529 206
Health and hospitals N.A. 638 858
Natural resources N.A. 1,221 1,645
Agriculture N.A. 706 1,028
Other N.A. 515 617
Employment security administration 720 1,169 2,217
Other1 1,176 1,596 2,084
'1948 figure includes funds for health and hospitals and natural resources.
Source: U. S. Department of Commerce, Bureau of the Census, State and 
Local Government Special Studies: Number 32, Revised Summary of 
State Government Finances, 1942-1950, p. 29, and Compendium of 
State Government Finances, 1956 and 1963, pp. 14-15.
stations, which recently have amounted to almost $1 million 
and which are included under “natural resources” in Table 10.
Table 11 is presented for those readers who are interested in 
more detail as to the purposes of federal payments to the state 
government. The figures are not comparable to those in Table
10. They represent payments to both state and local govern­
ments and they are prepared by a different source (the U. S. 
Treasury Department) in a different manner (classified by 
disbursing agency). They do, however, give considerable in­
sight into the purposes for which federal funds are disbursed 
to governments (local as well as state) in Montana.
Keeping in mind that in 1959-1961, per capita federal pay­
ments to Montana’s state and local governments were approxi­
mately twice the national average (Table 5), it is interesting 
to study Tables 10 and 11 and to contemplate how the state 
government would raise the amount of money involved ($58
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TABLE 10
FEDERAL PAYMENTS TO MONTANA’S STATE GOVERNMENT AS
A PERCENT OF STATE GOVERNMENT EXPENDITURES,
BY FUNCTION, MONTANA, 1963
Amount of
Federal
Payments Percent of Total State
Function ($000) General1 Expenditure
Total from federal government 58,216 38.3
Education 4,527 10.2
Highways 39,696 62.6
Public welfare1 7,189 57.3
Old-age assistance 3,734 80.5
Aid to dependent children 2,182 75.7
Aid to blind 196 77.5
Aid to disabled 871 78.0
Other public welfare 206 5.6
Health and hospitals 858 13.4
Natural resources 1,645 20.6
Agriculture 1,028 25.5
Other resources3 617 15.7
Employment security administration 2,217 104.4
Other 2,084 13.8
'See footnote 18, page 25.
“Includes fish and game, forestry and parks.
Source: Computed from U. S. Department of Commerce, Bureau of the 
Census, Compendium of State Government Finances in 1963, U. S. 
Government Printing Office, Washington, D. C., 1964, pp. 14-15, 22-23, 
29, and 32.
million in 1963) or, indeed, the willingness of its citizens to 
undertake such a burden at the state level. In fiscal 1963, state 
individual income tax collections totalled only $14 million 
(about $20 per capita), or one-fourth the amount of federal 
payments to the state government. But while it would be 
difficult for the state government to raise an amount equal to 
federal payments, there also undoubtedly would be a great deal 
of reluctance to discontinue many of the programs supported 
by federal funds. Where should the cuts be made—in the high­
way program? public welfare? education? Should the State 
Employment Offices and the Unemployment Compensation 
Commission (which receive substantially all their administra­
tive expenses from federal grants) be curtailed or discontinued?
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TABLE 11
FEDERAL AID PAYMENTS TO MONTANA’S STATE AND LOCAL 
GOVERNMENTS, FISCAL YEAR 1963
Agency and Type of Payment Amount
Department of Agriculture $ 4,126,005
Agricultural experiment stations 447,429
Cooperative agricultural extension work 555,908
School lunch program1 643,974
National forests, shared revenues 865,119
Cooperative projects in marketing 25,149
State and private forestry cooperation, etc. 189,053
Watershed protection and flood prevention 60,757
Special milk program2 192,742
Removal of surplus agricultural commodities
Food stamp program3 113,938
Value of commodities distributed 265,499
Commodity Credit Corporation—value of 
commodities donated 766,437
Department of Commerce 42,420,042
Bureau of Public Roads—construction
Federal-aid highways (trust fund) 39,352,839
Other4 3,067,203
Department of Defense 347,598
Army




Department of Health, Education, and Welfare 14,198,034
American Printing House for the Blind 2,354
Office of Education 5,467,765
Colleges of agriculture-mechanical arts 216,038
Cooperative vocational education 238,635
Assistance for school construction 2,062,591
Maintenance and operation of schools 2,412,763
Library services 73,006
Defense education activities 453,332
Expansion of teaching in education of 
mentally retarded 11,400
Public Health Service 1,443,488
Control of venereal diseases 6,721
Control of tuberculosis 16,905
Community health practice and research 81,969
Mental health activities 66,732
National Cancer Institute 27,333
National Heart Institute 43,082
Water supply and water pollution control 24,400
Chronic diseases and health of the aged 46,846
Radiological health 3,000
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Construction
Hospital activities 509,699
Water treatment works 616,801
Welfare Administration 6,970,773
Children’s Bureau
Maternal and child health services 147,192
Services for crippled children 189,475
Child welfare services 157,279
Bureau of Family Services
Old-age assistance 3,475,671
Aid to dependent children 2,011,483
Aid to permanently and totally disabled 806,050 
Aid to the blind 183,623
Vocational Rehabilitation Administration 313,654
Department of the Interior 2,869,008
Federal aid in wildlife restoration and fish 
restoration and management 456,434
Migratory Bird Conservation Act—shared revenues 9,818
Payments from receipts under Mineral Leasing 
Act—shared revenues 2,037,772
Payments under certain special funds—shared revenues 129,353
Bureau of Indian Affairs5 235,631
Department of Labor 1,760,320
Unemployment Compensation Commission and 
Employment Service Administration (trust fund) 1,760,320
Federal Aviation Agency 583,826
Federal airport program 583,826
Federal Power Commission 10,881
Payments to states under Federal Power 
Act—shared revenues 10,881
Housing and Home Finance Agency 158,660
Office of Administrator—urban planning assistance 432
Public Housing Administration—low-rent 
public housing program 158,228
Veterans Administration 58,197
State homes for disabled soldiers and sailors 53,543
Approval and supervision of training establishments 4,654
Total $66,532,571
'Includes value of commodities distributed.
Payments to states to increase consumption of fluid milk in schools.
’Federal share of value of food stamps redeemed under pilot food stamp
plan.
4Forest highways and public lands highways.
“Education and welfare services, resources management.
Source: Annual Report of the Secretary of the Treasury on the State of 
the Finances for the Fiscal Year Ended June 30,1963, Treasury Depart­
ment Document No. 3231, U. S. Government Printing Office, Washing­
ton, D. C., 1964, pp. 669-678.
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Obviously some painful decisions would be involved if any sub­
stantial or sudden declines in federal assistance programs were 
to occur.10
On the other hand, there are a number of federal programs 
in which Montana is either not now participating or is not par­
ticipating fully. One example is the Kerr-Mills program for 
medical assistance to the aged. In some cases enabling legisla­
tion would be required before more federal funds could become 
available to the state. Here, however, is an area of possible 
expansion for the Montana economy, if Montanans wish to 
pursue it.
In addition to economic considerations there are, of course, 
important social and political factors involved in federal assist­
ance. To some extent, grants-in-aid have tended to promote a 
more uniform level of services among the states. In doing so, 
they have undoubtedly influenced decisions of state legisla­
tures; they also have effected administrative changes in ac­
counting, budgeting, personnel qualifications, etc., so that states 
could qualify for federal assistance. For those who feel strongly 
about “states’ rights,” consequences such as these will be cause 
for concern. These issues deserve a large amount of study in 
their own right, but the reader should note that the purpose 
of this report has been to present information on the financial 
or economic significance of federal programs to Montana’s over­
all economy and not to analyze or debate the political and ideo­
logical issues surrounding these programs. Therefore, it is 
worth repeating that, as in the case of all federal activities, it 
is the public which must determine the extent and direction of 
federal aid to state and local governments. If Montanans are 
to participate wisely in these decisions, they must first recog­
nize what the present situation is with relation to their state 
and what alternatives exist.
'"It is understood, of course, that the very large grants for the interstate 
highway construction program are temporary and that highway grants- 




1957-59 =  100 — Seasonally  ad ju sted , an n u a l ra te s
DISPOSABLE PERSONAL INCOME
1957-59 =  100 — S easonally  ad ju sted , annual ra te s
INDUSTRIAL PRODUCTION
____  1957-59 —: 100 — Seasonally  ad ju sted
YEARLY INDEX QUARTERLY INDEX 
-----1963 -------- 1964




















58 59 60  61 62 63












UNEMPLOYMENT AS % OF THE LABOR FORCE 
(Inverted Scale) S e a s o n a lly  a d ju s te d
WHOLESALE PRICE INDEX








— 1963 ------- 1964
7  i l i 0 ------- 1------- 1------- 1------- 1------- 1------- 1-------1-------1------- 1------- 1------- r
58 59 60 61 62 63 J F M A M J J A S 0 N D
CONSUMER PRICE INDEX









— 1963 ------- 1964
n---- 1----1— |
58 59 60 61 62 63 J F M A M J J A S O N D




1 0  -  -






1957-59 =  100 — Seasonally  ad ju sted
EMPLOYED WORK FORCE
1957-59 100 — Seasonally  ad ju sted
NONAGRICULTURAL EMPLOYMENT






-  0 i---- 1 i i---- 1 i i i---- 1 i---- r









YEARLY INOEX MONTHLY INDEX 















-  0 -
J F M A M J  J A S O N O58 59 60  61 62 63
Montana Indicators
TOTAL UNEMPLOYMENT
(Inverted Scale) 1957-59 =  100 — Seasonally ad justed
AVERAGE WEEKLY HOURS, MANUFACTURING







i i----- 1------ 1----i-----1—
56 59 60  61 62 63
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Legal Considerations for Corporations 
Operating Outside Their Home State
GEORGE L. MITCHELL 
Instructor of Business Administration 
Montana State University, Missoula
All states have laws which permit the exercise of some de­
gree of control over corporations from other states, called 
“foreign corporations,” which engage in activities within their 
boundaries. The primary purpose of such laws, in addition to 
being an excellent source of revenue, is to protect the citizens 
and business community of the state from exploitation and 
unfair competition. Thus, a foreign corporation which would 
otherwise be outside the jurisdiction of the courts of the state 
may be required to submit to that jurisdiction, or to obtain a 
license, or to pay taxes to that state the same as a domestic 
corporation. Because of these laws the citizen need not bear 
the all too often prohibitive expense or inconvenience of bring­
ing suit on his claim against the foreign corporation in a court 
a thousand miles away from home in the state in which the 
foreign corporation is domiciled; nor must he compete with a 
corporation which is not subjected to the same licensing re­
quirements or taxes with which he must contend.
From the standpoint of the citizen of the state these laws 
may be laudable indeed, but to the foreign corporation they 
may be more a bane than a boon. The danger lies in the fact 
that though the sanctions imposed by such laws were intended 
to be felt by the unscrupulous or irresponsible foreign corpo­
ration, they may ensnare the unwitting or unwary foreign 
corporation as well. For example, a Montana plywood manu­
facturer may sell and install a large quantity of plywood in 
Idaho only to find that it can never collect the price because 
it failed to comply with the Idaho qualification statute and was 
therefore denied the right to enforce the contract in the courts 
of that state. Or a Montana contractor may construct a section 
of highway in Wyoming, a hotel in South Dakota, and a home
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in Utah only to find that he will never be paid, is subject to suit 
though he cannot sue, is subject to a fine for doing business 
without a license, and is subject to taxes within those states 
plus a penalty for failure to file the proper informational re­
turns and to pay such taxes promptly. Or a Montana corpora­
tion may decide to purchase a new site for a plant in Idaho, 
enter into a contract for deed for the property, and make sub­
stantial payments thereon, only to find that the contract is 
totally unenforceable and that the site which it had counted 
upon having was subsequently sold to a competitor. All of these 
things may occur merely because the corporation was not aware 
that the activities performed within the state were sufficient 
to constitute “doing business” so as to require compliance with 
qualification statutes of that state, or sufficient to subject the 
corporation to taxes within that state. Naturally, when a cor­
poration is contemplating any activities in another state an 
attorney should be consulted, but while events are still in the 
thinking and planning stage, here are some things to ponder.
A corporation is a fictitious person dependent for its very 
existence upon the laws and authority of the sovereign state 
in which it was incorporated, and those laws and that authority 
are no larger than the territory of that state. Unlike natural 
persons, the corporation is not regarded as a citizen who is 
entitled to the protection of the privileges and immunities 
clause of the Federal Constitution and cannot therefore skip 
from state to state with impunity. It may be subject to complete 
exclusion from other states as a “foreign corporation” or it 
may have conditions imposed upon its entry into another state. 
Though the authority of other states to impose conditions upon 
the entry of a foreign corporation is not unlimited1 that author­
ity, when exercised, may result in the imposition of onerous 
sanctions which can provide a painful lesson for transgressors.
A state cannot, as a condition of admission, exact an advance agreement 
not to resort to the federal court (Insurance Co. v. Morse, 87 U. S. 445 
(1874)) nor revoke authority for having resorted to federal courts (Ter- 
ral v. Burke Construction Co., 257 U. S. 529 (1922)), nor violate the com­
merce, due process or equal protection clause of the Federal Constitution 
(Pembina Consol. Silver Mining & Milling Co. v. Pennsylvania, 125 U. S. 
181 (1888)) and can only require qualification if a corporation is doing 
some intrastate business (Munday v. Wisconsin Trust Co., 252 U. S. 499 
(1920); Railway Express Agency, Inc. v. Virginia, 282 U. S. 440 (1931)).
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A corporation which seeks to engage in activities in a state 
other than that in which it was incorporated should consider 
all the possible repercussions of that activity. All too often 
extensive planning, capital, and personnel have been expended 
in an effort to reap a profit which ultimately eluded the corpo­
ration although the initial venture was successful. Unforeseen 
fines, license fees, taxes, and denial of access to the courts for 
purposes of enforcement of its contracts can rapidly dissipate 
any profit which the corporation might otherwise have made 
and may even result in a substantial loss. This article is to help 
the reader avoid such a possibility.
The extent to which any foreign corporation is amenable to 
the laws of the state in which it engages in some activity is 
determined by the nature and extent of the activity itself. The 
three primary questions which confront such a foreign corpora­
tion are:
1. Whether the activity will subject the corporation to service 
of process and the jurisdiction of the state courts;
2. Whether it will subject the corporation to the taxing juris­
diction of the state; and
3. Whether it will be classified as “doing business” which will 
subject the corporation to the regulatory qualification statutes 
of that state. (Compliance with such statutes generally requires 
appointment of a local agent for service of process, filing of in­
formation regarding finances, articles, by-laws, address of home 
office and officers, and sometimes posting of bond to cover pos­
sible judgments against the corporation.)
Generally, the greatest amount of business activity is re­
quired to subject a corporation to the qualification require­
ments; consequently, if its activities are sufficient to require 
qualification it will also be subject to service of process and to 
the taxing jurisdiction of the state. However, so that each of 
the three questions may be more fully explored, they will be 
discussed individually and in the order given.
Service of Process
At common law foreign corporations couldn’t be served with 
a summons and hence were not amenable to the jurisdiction of 
the courts; but this has been remedied by specific statutory 
provisions in most states, enacted to facilitate service of process
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on foreign corporations. Such statutes generally specify the 
persons to be served, and, if officers or agents of the corpora­
tion cannot be found within the state, service may be had on 
certain state officers, such as the Secretary of State, or other 
persons who may be designated therein.2 The new Montana 
Rules of Civil Procedure, which became effective in this state 
January 1, 1962, embody a provision which is indicative of the 
modern trend toward facilitating service of process on a foreign 
corporation.3 It provides that
• • • any persons (which includes foreign corporations) . . .  is 
subject to the jurisdiction of the courts of this state as to any 
cause of action arising from the doing personally, through an 
employee, or through an agent, any of the following acts:
(a) the transaction of any business within this state;
(b) the commission of any act which results in accrual 
within this state of a tort action;
(c) the ownership, use, or possession of any property, or of 
any interest therein, situated within this state;
(d) contracting to insure any person, property, or risk lo­
cated within this state at the time of contracting;
(e) entering into a contract for services to be rendered or 
for materials to be furnished in this state by such per­
son; or
(f) acting as director, manager, trustee, or other officer of 
any corporation organized under the laws of, or having 
its principal place of business within, this state, or as 
an executor or administrator of any estate within this 
state.
Thus it may be seen that in Montana, as in many states, it 
takes very little activity indeed, on the part of a foreign cor­
poration, to subject it to the jurisdiction of the courts. The 
wording of the statute requires that a distinction be made, 
however, between general jurisdiction on all causes of action 
and jurisdiction “. . . as to any cause of action arising from the 
doing . . .  of any of the” acts mentioned in the statute. It would 
seem that under this statute the foreign corporation would not 
be amenable to service of process for purposes of prosecuting 
an action against it which arose out of some activity of the
■20 C. J. S. 200 et seq., Corporations Sec. 1937 et seq.
"Montana Rules of Civil Procedure, Rule 4 B (1).
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corporation in another jurisdiction or other than those enum­
erated in the statute. Nevertheless, a foreign corporation may 
find itself subject to suit in a state in which it engaged in some 
seemingly negligible activity.
If such a suit should occur, in addition to the cost of defense 
in another jurisdiction (due to travel, per diem, etc.), and the 
possibility that the sympathies of a local court and local jury 
will lie with the local plaintiff rather than the “foreign” corpo­
ration, there is the possibility that the foreign corporate de­
fendant may not even learn of the suit until a default judgment 
has been rendered! If the foreign corporation does not have 
an officer or agent within the jurisdiction upon whom process 
could be served, in many states it would then be served upon 
the Secretary of State or other state officer as designated by 
statute. Though many state statutes provide for a forwarding 
of the summons to the principal place of business of the foreign 
corporation, others impose no such duty on the state officer 
served. Often, too, the state officer served will have no knowl­
edge of the address of the principal office of the foreign corpo­
ration unless it has filed its articles or has qualified to do busi­
ness in that state. Thus, as has often been the case, the foreign
corporation never has an opportunity to defend against the 
suit.
Taxation
Any discussion of taxation by a state of a foreign corporation 
must necessarily mention the various types of taxation em­
ployed, since there are individual characteristics and varying 
criteria for application to foreign corporations. As a general 
rule only a foreign corporation which is carrying on business 
within the state may be subjected to taxation thereby.4 But no 
universal rule may be applied which will enable one to deter­
mine what constitutes “doing business” which will subject a 
foreign corporation to state taxation; thus the question is
argely one of fact to be decided on the basis of the individual 
circumstances of each case.
In the instance of real estate taxes and taxes on tangible
*84 C. J. S. 347, Taxation Sec. 188.
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personal property, it is immaterial whether the corporation is 
or is not “doing business” in the state. Real estate ownership 
controls tax liability and the foreign corporation may be taxed 
on all the real property which it owns within the state on the 
assessment date, regardless of the extent of corporate business 
conducted therein. Tangible personal property taxes, with cer­
tain exceptions, are imposed on all such property within the 
taxing jurisdiction on the assessment date, being based on the 
presence (or situs) of the property within that jurisdiction. 
However, such property must have “come to rest” within the 
state in order to become a part of the general fund of taxable 
property within the state. Property cannot be taxed if it is 
merely passing through the state in interstate commerce. The 
Federal Constitution provides that no state may lay imposts 
or duties on imports or exports, and it has been held that if 
the property is in the form of goods imported for sale they 
generally retain the exempt character they achieve by virtue 
of being in interstate commerce so long as they remain in the 
“original package.” However, goods imported in manufacturing 
are not so exempted, though still in the original package, if 
they have been put to the use for which they were imported.5 
Obviously many difficult questions may be raised as to whether 
any property has in fact become a part of the general fund of 
taxable property within the state.
Usually taxation of intangible personal property may be 
expected if such intangibles arise out of, or are incident to, 
property owned by a business conducted in the taxing state.0 
Most often the corporation must have an office within the state 
or be conducting some activities therein similar to the type 
which would give rise to jurisdiction for purposes of service of 
process. Interestingly enough, the Federal Constitution does 
not prohibit double taxation of intangibles such as stocks and 
bonds, and the Supreme Court of the United States has held 
that a North Dakota corporation could be taxed by its state of 
domicile even though its property and business were entirely
"Youngstown Sheet and Tube Co. v. Bowers; U. S. Plywood Corp. v. City 
of Algoma, 358 U. S. 534, 79 S. Ct. 383 (1959).
"Colgate-Palmolive-Peet Co. v. Davis, 196 Ga. 681, 27 S.E. 2d 326 (1943); 
Parke, Davis & Co. v. Atlanta, 200 Ga. 296, 36 S.E. 2d 773 (1946).
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in another state.7 Several states, including Montana, exact a 
franchise tax for the privilege of “doing business” within the 
state. Such taxes are generally measured by apportioned net 
income. The application of such a tax to a foreign corporation 
is dependent on whether it is conducting intrastate as opposed 
to interstate business within the taxing jurisdiction. If an un­
qualified foreign corporation is not doing intrastate business, 
but is engaged strictly in furthering interstate commerce, then 
it should not be subjected to such a tax.8
Income taxes present a different problem. The principal 
question is whether the tax on the income of the foreign cor­
poration imposes a burden on interstate commerce. Gross in­
come taxes have been held not to apply to the gross receipts 
of a corporation which is engaged solely in interstate com­
merce.9 Net income taxes, however, are now generally held to 
be valid if the levy is not discriminatory and if it is properly 
apportioned to local activities within the taxing state which 
form a sufficient “nexus” to provide the state with jurisdiction 
to tax.10 Some thirty-five states impose such net income taxes 
on that portion of a foreign corporation’s income earned from, 
and fairly apportioned to, business activities within the taxing 
state, even though those activities are exclusively in further­
ance of interstate commerce. Thus the foreign corporation must 
contemplate such net income tax whether it is engaged in intra­
state or interstate business, since it is now “axiomatic” that 
interstate commerce must carry a share of the cost of state 
government in order to enjoy the benefits therefrom.
The pressure of such taxation was somewhat relieved by the
federal interstate income law of 1959 which exempts from state
and local income tax those corporations whose business is
merely the solicitation of orders within the taxing state which
are approved or filled outside the state by shipment to the local 
customer.11
^Cream of Wheat Co. v. County of Grand Forks, 253 U. S. 325 (1920).
09511*" M°t0r Service’ Inc- * v- O’Connor, 340 U. S. 602, 71 S. Ct. 508
‘James v. United Artists Corp., 305 U. S. 410, 59 S. Ct. 272 (1939).
v^°^Mr1fternTrS!ateS „Pc£.lland Cement Company v. Minnesota; Williamsv. Stockham Valves & Fittings, Inc., 358 U. S. 450, 79 S. Ct. 357 (1959).
Public Law 86-272, 73 U. S. Statutes At Large 555 ( 1959).
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More than thirty states impose a retail sales tax; and in some 
states, such as Utah, such a tax may be imposed at both the 
city and county level as well as by the state. This tax is appli­
cable to sales of personal property which is in the state at the 
time of the sale, unless the property is shipped out of the state 
immediately after the purchase is made. A foreign corporation 
making sales within the taxing state may also be required to 
collect and remit the sales taxes thereon.12
Those same states which impose a retail sales tax also impose 
a use tax designed to reach those transactions which could not 
be covered by the sales tax. Thus, a use tax is levied on the 
storage, use, or other consumption of personal property within 
the taxing jurisdiction for the purpose of protecting local re­
tailers against competition by untaxed retailers from other 
jurisdictions, and to discourage local buyers from buying in 
other states to avoid the sales tax. Most states which impose 
use taxes outline activities which give rise to the necessity of 
use tax collection by the seller. These activities range from 
sales by representatives or manufacturers’ agents, to distribu­
tion of catalogs or other advertising matter, or to the existence 
of a local warehouse, sales room, office or other place of busi­
ness and the presence of salesmen and solicitors. An unlicensed 
foreign corporate seller which merely ships goods into a state 
which imposes a use tax may find that the tax applies. In 1960 
the United States Supreme Court held that an unlicensed for­
eign corporation was required to collect and remit the Florida 
use tax on merchandise sold to Florida consumers through in­
dependent brokers.13 In Rhode Island mere solicitation of an 
order over the telephone may make the seller liable for the 
collection and remission of the Rhode Island use tax.
In addition, a foreign corporation must consider the possi­
bility of being required to pay an occupation license tax im­
posed for the privilege of engaging in a particular type of 
business. Such a tax may be encountered at both the state and 
municipal level and is imposed on varying types of business 
by the various states. It has long been held that such a tax may
,:iMcGoldrick v. Berwind-White Coal Mining Co., 309 U. S. 33, 60 S. Ct. 
388 (1940).
,3Scripto, Inc. v. Carson, 362 U. S. 207, 80 S. Ct. 619 (1960).
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not be imposed upon an unlicensed foreign corporation which 
merely sends salesmen into a state to solicit orders to be filled 
by shipments to the local consumer from outside the taxing 
state,14 and that an unlicensed foreign corporation furthering 
interstate commerce may not be subjected to such state or local 
occupation license taxes.’ But those foreign corporations whose 
activity is at least partially intrastate in nature should carefully 
determine whether they fall within the preceding exemptions.
Qualification
A state may not require every foreign corporation which 
engages in activities within its borders to comply with qualifi­
cation statutes. Any state statute obstructing or directly bur­
dening the exercise of the privilege of engaging in interstate 
commerce is void under the commerce clause of the Federal 
Constitution.10 It is necessary for the proper exercise of state 
power that the foreign corporation be “doing business” of an 
intrastate nature within the state.17 Therefore, those corpora­
tions engaged exclusively in interstate business18 or in business 
which is “incident thereto”19 may not be compelled to qualify 
under a state regulatory statute; as to so compel them would 
constitute a transgression of the commerce clause. Whether or 
not the activity within the state is sufficient to constitute “doing 
business” so as to require qualification,20 or whether it is in 
fact “incidental” to interstate business which would preclude 
the necessity of qualification21 may be decided by the highest 
court of the state in which the activity occurred, and the Su­
preme Court of the United States will accept the decision of 
the state court as binding. But the Supreme Court determines
"McGoldrick v. Berwind-White Co., 309 U. S. 33, 55-57 (1940).
“Stockard v. Morgan, 185 U. S. 27, 22 S. Ct. 576 (1902); Nippert v. City 
of Richmond, 327 U. S. 416, 66 S. Ct. 586 (1946).
“Dahnke-Walker Milling Co. v. Bondurant, 257 U. S. 282 (1921)- Furst v 
Brewster, 282 U. S. 493 (1931).
’'Diamond Glue Co. v. United States Glue Co., 187 U.S. 611 (1903).
‘ Eli Lilly and Company v. Sav-On-Drugs, Inc., 81 S. Ct. 1316 (1961). 
‘“Crutcher v. Kentucky, 141 U. S. 47 (1891).
'Kansas City Structural Steel Co. v. Arkansas, 269 U. S. 148, 150 (1925). 
“‘Kehrer v. Stewart, 197 U. S. 60 (1905).
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for itself the questions of whether the business of a foreign 
corporation was interstate and whether the local statute as 
applied was therefore repugnant to the commerce clause.22
The question to be considered by a foreign corporation before 
engaging in activities in another state is whether those activi­
ties will be sufficient to constitute “doing business” which 
would require the corporation to qualify under the state statute, 
or whether such activities will be classified as interstate busi­
ness or business incident thereto and thus fall within the pur­
view of the protection afforded by the commerce clause. To 
make this determination, both the state qualification statute 
itself and the decisions of the courts of the state wherein the 
activities are to take place should be carefully scrutinized. In 
excess of thirty states have attempted to enumerate activities 
which do not constitute “doing business” in order to give some 
definition by statutory provision to what does or does not con­
stitute “doing business” for purposes of requiring qualification. 
These attempts at definition range from the following example 
from the Model Corporation Act all the way down to provisions 
which do little more than exempt corporations engaged in 
interstate commerce.
The Model Corporation Act, adopted in its entirety by at 
least six states, provides:23
Without excluding other activities which may not constitute 
transacting business in this State, a foreign corporation shall 
not be considered to be transacting business in this State, for the 
purposes of this Act, by reason of carrying on in this State any 
one or more of the following activities:
(a) Maintaining or defending any action or suit or any 
administrative or arbitration proceeding, or effecting 
the settlement thereof or the settlement of claims or 
disputes.
(b) Holding meetings of its directors or shareholders or 
carrying on other activities concerning its internal 
affairs.
(c) Maintaining bank accounts.
-Wyman, Partidge Holding Co. v. Lowe, 65 S. D. 139, 272 N W 181 182- 
183 (1937).
"'Model Business Corporation Act Annotated, American Bar Foundation, 
(St. Paul: West, 1960) Vol. 2, Section 99, Paragraph 2, pp. 555-556.
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(d) Maintaining offices or agencies for the transfer, ex­
change and registration of its securities, or appointing 
and maintaining trustees or depositaries with relation 
to its securities.
(e) Effecting sales through independent contractors.
(f) Soliciting or procuring orders, whether by mail or 
through employees or agents or otherwise, where such 
orders require acceptance without this State before be­
coming binding contracts.
(g) Creating evidences of debt, mortgages or liens on real 
or personal property.
(h) Securing or collecting debts or enforcing any rights in 
property securing the same.
(i) Transacting any business in interstate commerce.
(j) Conducting an isolated transaction completed within a 
period of thirty days and not in the course of a num­
ber of repeated transactions of like nature.
This section of the Model Corporation Act is the culmination 
of a great deal of time and effort on the part of the Committee 
on Corporate Laws of the American Bar Association. It pro­
vides an aggregation of those activities which have been pre­
viously held by various courts not to constitute “doing business” 
so as to require qualification. If it could be said that there are 
any general rules universally applicable in all states as to what 
will or will not constitute “doing business,” the above pro­
visions might be so classified. But there are no general rules, 
and even those states which have adopted the Model Act may 
differ as to their interpretations of the individual provisions 
thereof. For this reason, and because the most complete statute 
fails to cover more than a very small fraction of the endless 
activities which have been considered by the courts, it is im­
perative that the decisions rendered by the courts of the state 
wherein the activity is contemplated be checked by any corpo­
ration considering operation outside of its home state.
In making a decision as to whether a foreign corporation has 
been “doing business” within the state so as to require quali­
fication, the sum total of all of the corporation’s activities 
therein will be considered by the court, not just those activities 
which happen to neatly fit within a statutory provision. Though 
the number of such activities in which a foreign corporation
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might engage is limited only by the imagination of the business­
men who cause them to be performed, some activities, such as 
those enumerated in the Model Act, have been litigated with 
sufficient frequency to permit at least a tentative prediction as 
to their effect upon qualification. It has generally been held, 
for example, that solicitation of orders by an agent of a foreign 
corporation which are accepted and filled from outside the
state is interstate business and does not require qualification;24 1 
that solicitation of orders by an agent of a foreign corporation , 
which are accepted and filled by that corporation from within
the state constitutes intrastate business requiring qualifica­
tion;25 that continuous and regular solicitation of orders by an 
agent of a foreign corporation from a retailer within the state, 
followed by the transmission of such orders to a wholesaler 
with whom the foreign corporation deals, constitutes intrastate 
business requiring qualification;20 that mere promotional and 
service activities rendered by an agent of a foreign corporation 
among retailers is not “doing business” so as to require qualifi­
cation;-7 and that an “isolated transaction” will not constitute 
“doing business” so as to require qualification.28
Many state courts have held, and many state statutes specif­
ically provide, that an isolated transaction will not constitute 
“doing business” so as to require qualification,20 but the diffi­
culty arises in determining what is an “isolated transaction.” 
The answer is dependent upon the decided cases within each 
state. It has been held, for example, that a single sale may be 
classified as doing business” rather than as an isolated trans­
action if that sale was the first of a general attempt to transact 
business in violation of the qualification statute,20 and that if 
the isolated transaction is of long duration the foreign corpora-
-'Robbins v. Shelby County Taxing District, 120 U. S. 489 (1887). 
“Shaw v. Jeppson, 121 Utah 155, 239 P. 2d 745 (1952).
•“"Cheney Bros. Co. v. Massachusetts, 246 U. S. 147 (1918).
^ £^ 2^ 134  (1959 C° V' Lechmere Tire & Sales Co., 339 Mass. 131, 158
■'“'United Mercantile Agencies v. Jackson, 351 Mo. 709, 173 S.W. 2d 881 
(1943).
Model Business Corporation Act Annotated, op. cit., paragraph (j). 
■""Franklin Enterprises Corp. v. Moore, 226 N. Y. S. 2d 527 (1962).
CORPORATIONS OUTSIDE HOME STATE 43
tion will not be exempted from qualification.31 Some states 
do not acknowledge the “isolated transaction” exception to the 
requirement of qualification at all, while others3- provide by 
statute that if the isolated transaction is completed within 
thirty days and is not in the course of a number of repeated 
transactions of like nature it will not constitute such doing 
business as to require qualification. It should also be noted that 
a foreign corporation exempted from qualification because its 
activity in the state amounts only to an isolated transaction 
may still find itself subject to the jurisdiction of the courts of 
that state for purposes of a suit arising out of that transaction, 
subject to taxation if the transaction provides a sufficient 
“nexus” within the state, and possibly subject to state or local 
licensing requirements.
Other activities have been less frequently considered by the 
courts, and consequently their effect upon whether or not a 
foreign corporation will be required to qualify is considerably 
less certain than those activities previously mentioned. Adver­
tising, sales by sample, showroom, conditional sales contract 
and consignment, as well as the performing of services and 
installation of property may be said to fall into this category. 
In the case of advertising, if the corporation has entered the 
state itself to effect the actual advertising, it is usually required 
to qualify; whereas, merely furnishing advertising published 
outside the state in response to an order from within the state 
has been regarded as interstate commerce, not requiring quali­
fication. Sales by sample or showroom activity to solicit orders 
to be filled outside the state as well as conditional sales to a 
purchaser within the state do not generally require qualifica­
tion. On the other hand, if the goods sold in interstate com­
merce are installed by the seller, and that installation is not 
highly technical (so technical that it could not be adequately 
installed by the purchaser) then the protection of the com­
merce clause is removed and qualification will be required. 
If goods are sold on consignment by a foreign corporation to a 
purchaser within the state, the question is whether the corpo-
Hoffman Const. Co. v. Erwin, 331 Penn. 384, 200 A. 579 (1938). 
’“Laws of Utah, 1961, Senate Bill 4, Sec. 102, paragraph ( i )- 
Dakota Revised Code of 1943, Sec 10-2201, paragraph 10- Model 
ness Corporation Act Annotated, op. cit.
North
Busi-
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ration has relinquished control over the goods. Thus if they 
have been consigned to an independent dealer, qualification 
will not be necessary; but if the corporation has consigned the 
goods to itself, or to an agent, qualification will be required. 
There are so many different services which may be rendered 
in another state by a foreign corporation that each case must 
be decided on the basis of its own peculiar facts, but as a rule 
of thumb, a corporation which sends its agents into a state to 
perform services for customers there must qualify.
It may also be generally stated that a corporation which 
engages in construction or contracting work involving building, 
repairing or alteration of structures will be required to qualify 
to conduct such activity in a foreign state, and this is the case 
whether the corporation is the prime contractor or a subcon­
tractor. The general rule is that even though all of the actual 
construction work is subcontracted, the prime contractor will 
still be required to qualify, both because of the fact that the 
prime contractor is ordinarily obliged to exercise a certain 
degree of supervision, and because the ultimate responsibility 
under the contract rests on the prime contractor.33 Ordinarily 
the mere submission of a bid is regarded as a preliminary step 
to doing business within the state and qualification is not re­
quired until the bid has been accepted. In some states, how­
ever, even the mere submission of a bid may require qualifica­
tion, because a license is required to submit a bid and the 
corporation is required to qualify in order to obtain that license. 
It is possible that a contractor may avoid the qualification re­
quirement if he has a contract with the Federal Government 
which is to be performed in a federal area, but only if the state 
has ceded its authority to require such qualification, since it is 
a general rule that a federal contract alone does not provide 
immunity from compliance with qualification requirements.34 
There are two exceptions to the general rule which requires 
contractors to qualify before engaging in any activity in a for­
eign state, both of which have been previously mentioned in
“Alabama Western R. Co. v. Talley-Bates Construction Co., 162 Ala. 396, 
50 So. 341 (1909).
"‘Rainier National Park Co. v. Martin, 18 F. Supp. 481, 302 U. S. 661 
(1938); E. E. Morgan Co., Inc., v. State, 202 Ark. 404, 150 S.W. 2d 736 
(1941).
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another connection. If the contract is merely an “isolated trans­
action,” or if it is for the installation of a product sold in inter­
state commerce and the installation is so highly technical as to 
be considered a part of the interstate sale, qualification will not 
generally be required.3'*
Sanctions
A foreign corporation which fails to comply with qualifica­
tion requirements runs the risk of encountering a host of diffi­
culties, the most onerous of which is being denied the use of 
the courts to enforce its contracts in that state. The vast ma­
jority of the states have statutory provisions which deny to an 
unlicensed foreign corporation entering into contracts locally 
while “doing business” there the use of the courts for purposes 
of maintaining suits on those contracts. These statutes gen­
erally take two forms: those which absolutely preclude a for- 
eign corporation doing business in the state from maintaining 
any action upon any contract made by the corporation within 
the state unless before the making of such contract the corpo­
ration shall have qualified, and those which merely preclude 
the maintenance of an action until the corporation has complied 
with the provisions of the qualification statute. Most states 
permit an action to be brought on a contract entered into 
before qualification if the corporation qualifies before it at­
tempts to bring suit, and it has even been held that a corpora­
tion could qualify even after the initiation of its action, and 
thus avoid having its case dismissed.30 The remainder of the 
states preclude the bringing of suit on any such contract 
whether the corporation has subsequently qualified or not, thus 
making any contract of the foreign corporation entered into 
while it was not qualified unenforceable, and whether the cor­
poration later complies with the statute is immaterial. Until 
recently this harsh position was taken by a small minority of 
the states, but a recent court decision construed the Montana 
statute,37 which is similar to the statutes in a majority of the
“John Williams, Inc. v. Golden & Crick, 247 Pa. 418, 93 Atl. 505 (1915). 
^Doelger Brewing Corp. v. Spindel, 14 N.J.M. 523, 186 Atl. 429 (1936). 
Revised Codes of Montana, 1947, Sec. 15-1703.
46 MONTANA BUSINESS QUARTERLY
states, to mean that subsequent qualification could not cure 
the defect of not having qualified in the first place, and the 
contract would therefore remain unenforceable even though 
the corporation qualified before suit was brought.38 If this 
precedent is followed by other courts in those states with 
similar statutes it may mean that a majority of the jurisdictions 
in the United States will regard contracts made by an un­
qualified foreign corporation as forever void and unenforceable 
regardless of subsequent compliance with the qualification 
statute.
The denial of the use of the courts of the state may mean that 
the corporation will be denied the price for goods sold or serv­
ices rendered for want of any means by which to enforce the 
contract, for a court has held that if the state court is closed 
to the corporation for failure to qualify, then so is the federal 
court.39 Thus, even though there were diversity of citizenship 
and the contract were for an amount in excess of that required 
to give a federal court jurisdiction, the foreign corporation 
could not sue in the federal court. In addition to being denied 
the right to sue on the contract the foreign corporation may 
be subjected to a countersuit thereon.40 To be unable to bring 
suit to collect on a contract performed, for goods delivered or 
services rendered, and yet to be subject to suit by the very 
party who could not be sued on that same contract is not an 
enviable position.
Other sanctions are imposed in the form of fines or back 
taxes. Some states make failure to qualify a criminal offense 
and impose fines accordingly, and in addition back taxes plus 
penalties for failure to pay them may be imposed. Many states 
are no longer adhering to the policy of waiting until the foreign 
corporation tries to sue on a contract before inquiring into 
qualification. Recently the trend has been for the state itself 
to search the many public records which must be filed in con­
nection with such things as unemployment benefits, workmen’s 
compensation and property tax rolls to ascertain whether all
’"Hutterian Brethren v. Haas, 116 F. Supp. 37 (D. Mont. 1953).
'"‘Woods v. Interstate Realty Co., 357 U. S. 535, 69 S. Ct. 1235 (1949).
'“Western Outdoor Advertising Co. v. Berbiglin, Inc., 364 Mo. (unknown), 
263 S.W. 2d 205 (1953).
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corporations which should be qualified have complied with 
the qualification statutes.
For these reasons, any corporation which is contemplating 
any activity whatever in a state other than that in which it 
was incorporated should consider most carefully all of the 
possible repercussions of that activity with regard to the court 
decisions and laws of the state in which such activity is to take 
place. And if activity in more than one other state is contem­
plated, each should be checked individually to determine the 
effect of the total of all corporate activities to be performed 
therein. This is indeed one area where the proverbial “ounce 
of prevention” is the wiser course, as there may be no cure.
A Brief Look at
The Business Outlook
MAXINE C. JOHNSON, Assistant Director 
Bureau of Business and Economic Research 
Montana State University, Missoula
At midyear, the U. S. economy was doing very well indeed. 
The output of goods and services was increasing, personal in­
come was at an all-time high, and prices were relatively stable. 
New records were being set by a good many industries, al­
though adjectives such as “restrained,” “cautious,” or “prudent” 
were still being used to" describe the attitude of businessmen 
and consumers.
Gross national product (the total value of goods and services 
' produced) was estimated at a seasonally-adjusted annual rate 
of $618.5 billion during the second quarter of 1964, almost $10 
billion more than the $608.8 billion rate of the first three 
months of 1964 and $39 billion above the same period a year 
ago. Disposable personal income, at $431 billion, exceeded the 
second quarter 1963 rate by $31 billion—a rise which stems 
from both the income tax cut and increased employment. At 
the same time, the wholesale price index (all commodities) 
compiled by the U. S. Department of Labor showed practically 
no change from a year ago; indeed, this index has been re­
markably stable since 1958. The consumer price index has risen 
only slightly during the past year. Much of the increase in 
this widely publicized series has been the result of the in­
creased cost of services rather than commodities.
The remainder of 1964 will bring further national economic 
growth. The key component in determining the amount of this 
growth probably will be consumer expenditures. The concensus 
among business forecasters is that other private spending- 
investment in new plant and equipment, in housing, and in 
business inventories—will show modest increases throughout 
the year and that government expenditures will continue their 
steady rise. There is less agreement about what will happen
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to consumer expenditures. If the typical consumer takes his 
bigger pile of dollars and goes on a genuine spending spree, 
gross national product could increase very rapidly. On the 
other hand, if he saves a large proportion of the increased funds 
at his disposal, the growth in GNP will be more moderate. 
Available evidence to date indicates that the consumer still is 
tempering his purchases with the “restrained optimism” which 
analysts have remarked upon during the first half of the year. 
If the present tendency towards cautious spending by indi­
viduals continues, some analysts are predicting a GNP of be­
tween $630 billion and $640 billion during the fourth quarter 
of this year, a healthy increase. However, an accelerated in­
crease in consumer spending could lead to a GNP in excess of 
$640 billion at year’s end—and incidentally to a very gratifying 
rate of expansion.
All these developments add up to a satisfying picture, with 
one exception: we seem to be very little nearer solving the 
persistent unemployment problem which has plagued this coun­
try since 1957. As of mid-June the unemployment rate con­
tinued to exceed 5 percent of the national labor force. The 
solution to this problem obviously has not yet been found.
The State
Montana, of course, is greatly influenced by national devel­
opments and national economic growth. This year residents of 
the state are benefiting from a strong demand from outside 
Montana for such important export products as lumber and 
metals, and from heavy patronage of their recreational and 
vacation facilities—as well as from the beneficial effects of the 
tax cut on their own incomes.
Important as these influences are, however, they are largely 
offset by other considerations this year. In a number of Mon­
tana counties, property damage and income losses from the 
recent floods are inescapable realities; while it is almost im­
possible to measure their effect on the state as a whole, flood 
losses have been disastrous for many individuals.
Currently dominating Montana’s over-all economic outlook 
is agriculture; the prospect for this industry is that income from 
both wheat and cattle will be down from the high levels of the
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past two calendar years. Although this year’s crop may be the 
largest in recent years, income from wheat is expected to de­
cline somewhat as provisions of the Agricultural Act of 1964 
become effective. Cattle prices, which dropped during the lat­
ter part of 1963, have shown only slight improvement to date 
and will average considerably lower for the year than they did 
in 1963.
Also affecting this year’s total business activity is the loss 
since 1963 of several thousand employees in the construction 
and manufacturing industries; these workers, of course, were 
engaged in the construction of the new Butte concentrator and 
in missile assembly work in the Great Falls area last year. The 
loss of their paycheck spending will be felt in the localities 
concerned. Fortunately unemployment has not increased cor­
respondingly; many of these workers presumably have gone 
on to jobs in other states, and within Montana, wood products, 
metal mining, and state and local governments are employing 
more workers than a year ago. In fact, unemployment in Mon­
tana this summer apparently affects a smaller proportion of 
available workers than in the U. S. as a whole. Estimates for 
June 1964 show 5.3 percent of the national labor force as op­
posed to 4.3 percent of the state working force unemployed.1
Nevertheless losses in agricultural income and in manufac­
turing and construction wages and salaries will almost surely 
slow the growth of Montana’s personal income—the best avail­
able measure of total economic activity. Recently released fig­
ures show that Montana’s total 1963 personal income increased 
only 1 percent over 1962, and that no increase at all was re­
corded for per capita income, evidence of our unimpressive 
economic growth last year. Nationally, total income increased 
5 percent and per capita income 3 percent. Montana’s dollar 
figure of $2,239 income per person in 1963 may be compared 
with the national figure of $2,443 per person. Among the 50 
states, Montana ranked 28th in 1963.2
Most analysts recognized, of course, that the exceptional 
increase in Montana’s employment and income between the
'U. S. estimate—U. S. Department of Labor; Montana 
ployment Compensation Commission of Montana.
estimate—Unem-
-U. S. Department of Commerce, Office of Business 
of Current Business, April 1964, p. 13. Economics, Survey
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drought year of 1981 and the very good crop year of 1962, when 
an unusually large volume of construction activity was also in 
process, probably could not be sustained. Events this year and 
in 1963 indicate that the state has returned to what is, for this 
region, a more typical pattern of development.
A Sociologist Looks at Communism
W. GORDON BROWDER 
Professor and Chairman of Sociology, 
Anthropology, and Social Welfare 
Montana State University, Missoula
Previous articles in this series have dealt with the historical 
antecedents of contemporary communism, with the economics 
of communism, and with the political structure and processes 
of communist society. Much of what these articles contain is 
sociological in the sense that the writers have concerned 
themselves with some of the major values and social forces that 
have enabled the communist revolution to move forward over 
the past four decades. Because those writers who have preceded 
me have treated these aspects of communism so ably, I propose 
to deal briefly with certain other subjects that are of consid­
erable interest to sociology, namely, the variety of forms which 
communism has assumed in the modern world, the important 
demographic facts of communism, and the use of organization 
as an effective instrument of social control.
I. The Several Faces of Communism
One of the serious mistakes made by Americans and perhaps 
by other western peoples is the assumption that communism 
is a monolithic structure, politically and ideologically. Quite 
unrealistically we speak of fighting communism, or containing 
communism, in terms of Russia, or of Red China, or, less fre­
quently, of a satellite country. Yet a little reflection on Russia 
and Red China, or on Albania and Romania, to mention only a 
few communist nations, should make it very clear that the dif­
ferences among them are quite as pronounced as the similari­
ties. To be sure, those countries and all others behind the Iron 
and Bamboo curtains can claim descent from a common ideo­
logical ancestor. And it may well be that many of their internal
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arrangements are pretty much alike, although I think that here 
too the dissimilarities would surprise most of us. The important 
point, and the one that is frequently overlooked or disregarded 
is that, from the point of view of the United States, Russian 
communism and Red Chinese communism, or Albanian com­
munism and Yugoslavian communism, are quite different 
breeds of cats. So in our relations with the communist world 
we should remember that we are not dealing with an integrated, 
monolithic structure, but with individual nations which have 
shaped their common Marxist heritage to their own purposes, 
in about the same way that the western nations have modified 
their common democratic heritage to suit their particular needs. 
For the present, at any rate, the international character of com­
munism is subordinated to the national interests of those coun­
tries that espouse it.
The great danger in the monolithic view of communism is 
that we may dissipate our energies against an international 
straw man, when we had better be concerning ourselves with 
relations with individual countries. The One Big Union of 
International Communism may some day be a reality, but I 
think the odds are against it. In the meantime, divisiveness in 
the communist camp is all to the West’s advantage. The dragons 
are most impressive, to be sure, but several smaller ones are 
not nearly so formidable as a single super dragon—especially 
when the two biggest do a good deal of tooth-slashing and fire­
breathing at each other.
The sociologist views communism as a revolutionary social 
movement which had its inception in dissatisfaction and dis­
content, a movement which had its prophets, its philosophers, 
and its intellectuals. Under skilled leadership employing force, 
violence, terror, persuasion, and propaganda, communism 
achieved its short term goal of domination in Russia and thus 
established itself as a successful movement. But its ultimate 
goal of a world-wide equalitarian society has eluded it, and will 
probably continue to do so. In the meantime, the exigencies of 
national survival in Russia and the satellites, and more recently 
in Red China, have so diluted the force of the revolution that its 
effectiveness has been sharply reduced. It can be argued that 
even if the world becomes completely communist, it still would 
not present a unitary ideology, at least for a long time to come.
54 MONTANA BUSINESS QUARTERLY
II. The Communist World  —
A Population Melting Pot
If communism has not achieved its aim of world domination 
ideologically, it certainly has made impressive gains in terms 
of world population. Of the some three and a quarter billion 
people in the world today, more than a billion, or about one- 
third, live in communist countries—the Soviet Union and its 
European satellites, and Red China and its Asian satellites. 
Perhaps another billion live in so-called “neutralist” countries 
and in newly-emerged states where many governments are 
sympathetic to the communist line. Since communism his­
torically has appealed strongly to the have-not peoples of the 
world, like these erstwhile colonials recently come to national 
sovereignty, the demographic march of communism proceeds 
at an alarming rate. It is most fortunate that this geographic 
spread of communist political dominance has not been accom­
panied by an ideological unity, else the position of the free 
world would be much more perilous than it is.
One of the perplexing aspects of communism is its apparent 
appeal to a wide diversity of peoples, many of them of highly 
dissimilar social and cultural origin, and its ability to hold them 
together in a workable relationship with a minimum of conflict. 
This is observed both on a world scale, and within the Soviet 
Union itself. Communism seems to have a flexibility which 
molds itself to the demands of cultural circumstances—to be 
all things to all men in a large part of the world. The use of 
violence and terror, as well as the control of the media of edu­
cation and propaganda, account in a considerable measure for 
the acceptance of communism by people of divergent back­
grounds and unlike patterns of culture. One cannot ignore, 
however, the uncanny ability of many communist leaders in 
using ingenuity, or intuition, or cunning in order to gauge with 
nice precision the threshold of ideological tolerance of the 
people and to assess the degree to which the “party line” must 
be modified in order to be acceptable under a given set of 
political and economic conditions. j
Nowhere is this ability to fit political ideology to demographic .' 
reality more apparent than within the Soviet Union itself. Vast 
in area, uneven in distribution of its population, the Soviet
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Union is a heterogeneous collection of many ethnic groups. 
Many of those groups are quite distinct culturally; some of 
them are completely dissimilar in language, customs, and level 
of development. Moreover, in a number of instances the situa­
tion is further complicated by the factor of race—the eastern 
soviet republics, for instance, are predominantly Asian—Mon­
gol, Tartar, etc. Add to this the religious diversity and strong 
nationalist sentiments, particularly in the Ukraine, and it be­
comes even more amazing that the Soviet Union should have 
held together for more than forty years, all the while extending 
its influence in Europe and elsewhere.
How has this political, if not ideological, unity been achieved 
and maintained? An examination of the policy of the Soviet 
Union toward its ethnic minorities furnishes some helpful clues 
toward the understanding of communist success in other parts 
of the world.
William Petersen1 maintains that “the fate of the minority 
peoples in the Soviet Union (and, with the extension of its 
influence, in Eastern Europe) . . .  has been based on these three 
doctrines: (1) the Marxist and particularly the Bolshevik
opposition to nationalism, (2) the communist slogan of national 
self-determination of separate peoples, and (3) the growth of 
Russian patriotism from the First Five Year Plan on.”
At first glance these doctrines, and especially the first two, 
appear to be antagonistic. Taken literally, they certainly would 
be. But one of the fascinating features of the communist move­
ment is its ability to reconcile the apparently irreconcilable. 
Thus, while the Marxist vision of a world divided into workers 
and capitalists, within which national and ethnic differences 
are irrelevant, continued to exist at the level of theory and ide- 
°l°gy> an important element of socialist propaganda prior to 
the first world war was to promote the nationalist aspirations 
of minority peoples in the Russian, Austria-Hungarian, and 
German empires. As early as 1896 the Socialist International 
declared itself in favor of “national self-determination.” In the 
face of this lofty principle, and despite the fact that Lenin 
himself supported it, it is ironic to recall that during the process 
of formation of the Soviet Union, its troops were used to put 
down the independent—and sometimes socialist!—regimes in
'Petersen, William, Population, (New York: Macmillan, 1961), p. 432.
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Georgia, the Ukraine, and Poland. As Fainsod- suggests, the 
agitation for “self-determination” by the communists has been 
largely tactical, “useful in stirring up the forces of minority 
unrest in winning supporters among the oppressed nationali­
ties ___ ”
In practice, the communists have made tactical concessions 
to the principle of self-determination, while strategically pur­
suing the basic and prior doctrine of eliminating class distinc­
tion. In the Soviet Union, at least, much is made at the propa- 
gandistic level of such ethnic characteristics as folk dancing, 
distinctive costumes, and the like. These serve a two-fold pur­
pose: they demonstrate to the Georgians or the Ukranians or 
the Kirghiz that the Kremlin is sensitive to their ethnic values, 
and they also constitute a handsome cultural commodity. We 
can scarcely deny the propaganda value of a Cossack chorus or 
a Tartar dance troupe. The communists are not without their 
fair share of the Madison Avenue brand of image-making, and 
their ethnic minorities provide plenty of dash and color.
With respect to the more significant elements of minority 
cultures such as minority-language schools, newspapers, and 
theaters, the attitude of the communist party has been some­
times favorable, sometimes not. When these could be encour­
aged without threat to the cause of Unity, or could perhaps be 
used to enhance unity, the position of the party—the “party 
line”—has been benevolent and encouraging. When these sym­
bols of ethnic identity threatened, or promised to threaten, the 
welfare of the party and its objectives, they have been ruth­
lessly banned.
Lessons in applying practical politics to diverse populations, 
learned so well in Russia, have been effectively used outside. 
The communist ability to forward its own interests while seem­
ing to cater to national self-interests in Eastern Europe, South­
east Asia, and part of Africa—to say nothing of our near neigh­
bor, Cuba—has obviously worked. I do not mean to play down 
the communists’ ready turning to force and threat of force to 
achieve their ends, but the ingenious combination of propa­
gandists technique and clever manipulation of minority group 
and colonial sensitivities must receive major credit for the
-■Fainsod, Merle, How Russia is Ruled (Cambridge: Harvard University 
Press, 1957), p. 58.
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recent popular acceptance of communism in many parts of the 
world.
Many people have been disappointed at the failure of sup­
posedly captive peoples, both within and without the Soviet 
Union, to throw off the communist yoke. For many years it 
has been a fond hope that these groups, given a choice between 
communism and western democracy, would choose the latter. 
They have generally failed to do so and this failure has been 
variously attributed to inadequate western educational and in­
formation efforts, or to the iron grip of police-state controls, 
and sometimes to stupidity on the part of backward peoples. 
The free peoples of the world find it easy to accept the “reign 
of terror” explanation for the conquest of millions of people, 
and for successfully keeping them under control. But it comes 
as something of a shock still when we realize that some people 
not only deliberately choose communism, but actually seem to 
prefer it—even when they are told that alternative systems 
exist. The fact is that recent colonial peoples, aspiring to na­
tional and ethnic self-determination, have in an embarrassingly 
impressive number of cases perceived greater promise in com­
munism than in our brand of democracy and, up to this point, 
efforts of the West to compete have been disappointingly un­
successful, frequently because the West has failed to recognize 
as effectively as communists have the important interests and 
values of newly emerged nations. The West persists in the un­
justified position that democracy ought to be embraced because 
it is obviously superior to any other political ideology. The 
communists have made no such assumption; their appeals to 
the new and uncommitted nations have been based on a more 
realistic appraisal of national and ethnic motives.
III. Communistic Bureaucracy —
An Organizational Weapon
What accounts for the speed with which communist power 
was accomplished in Russia, in Red China, and elsewhere? How 
has it so effectively maintained its control over hundreds of 
millions of people of widely divergent ethnic, social, and na­
tional antecedents? Certainly the brutal and unfaltering use
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of violence and terror has played its part. Yet one can scarcely 
continue to view the communist peoples as constantly living 
enslaved, cowering year after year under the lash of the tyran­
nical commissar. True, the use of propaganda as a means of 
social control can hardly be too strongly emphasized. But be­
hind the violence and the propaganda machines exists another 
aspect of communism that is of special interest to the sociolo­
gist. I refer to the singularly effective type of group organiza­
tion that characterizes the communist party wherever it has 
come to power.
In a recent book, Alvin and Helen Gouldner3 suggest that 
one vital and easily overlooked source of communist power is 
the nature of its organizational apparatus, and they cite the 
communist organization as a good example of an effective 
bureaucratic group. The special virtue of the bureaucracy, from 
the standpoint of social' control, is that it enables a compara­
tively few people to apply and implement policies that affect 
many times their own number. With its hierarchical, chain-of- 
command pattern, the bureaucracy enables policy enunciated 
at the top to move down through successively wider echelons 
until it reaches the lowest level, where “field men” (managers 
of factories and of collective farms, local political and economic 
commissars, etc.) in direct contact with the people put it into 
effect. In the other direction, responsibility for policy imple­
mentation is always fixed and always moves from one bureau 
echelon to the next higher—the well-known military and indus­
trial system of line and staff organization. There is nothing 
novel in this system; it has worked with outstanding success 
not only in military organization, but in commerce and industry, 
in education, in religion. In short, it is the universal model of 
“large group” organization. It is effective and, at its best, effi­
cient; it can be given credit for much of the industrial and 
commercial progress of the West since the Industrial Revolu­
tion. Democratic nations employ bureaucratic organization to 
achieve remarkable goals in economic production, commercial 
efficiency, educational opportunity, conservation practices, and 
human welfare. But it can be used for less desirable ends, too.
’Gouldner, Alvin B. W. and Gouldner, Helen P., Modern Sociology, (New 
York: Harcourt, Brace and World, 1963), p. 357.
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As utilized by the communists in Russia and Red China, it has 
become what Philip Selzniek has termed the “organizational 
weapon.” It is ironic that a type of organization which the 
western world perfected in its great industrial bureaucracies 
should now be turned against it in the political sphere.
To be sure, the organizational weapon sometimes works im­
perfectly. As bureaucracies become larger, they become more 
cumbersome, and it takes longer for policies initiated at the 
highest level to move down through the various echelons of 
authority and responsibility to the people. More than once the 
failure of the communist organizational structure to change 
rapidly enough to keep up with the “party line” has been a 
matter of amusement in the West. And the often observed 
tendency of bureaucracies to crystallize in the status quo has 
undoubtedly embarrassed the top leadership of communism 
from time to time. But as a method of controlling the behavior 
of people, of holding them within the broad structure of the 
communist ideology, the carefully developed pattern of political 
and economic organization impresses the student of society with 
its operational success. The organizational weapon deserves 
more and keener analysis than it has received.
Students sometimes ask me whether, as a sociologist, I can 
predict the future of communism. Some of them suggest hope­
fully that since communism is bad, and western democracy 
(i.e., our brand of democracy) is good, the former must there­
fore give way to the latter. Speaking as a sociologist, I am 
forced to reply that the persistence of politico-economic sys­
tems is not determined by any inherent qualities of goodness or 
badness, but rather by the success with which they are able to 
attract and hold men to them. Patently, both communism and 
western democracy have been successful by this measure. In 
the struggle, each side is likely to continue to borrow from the 
other. Which one wins out in the future is likely to depend on 
the relative effectiveness with which each disposes its weapons 
in the war for men’s minds and hearts.

